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ABSTRACT

This study seeks o illuminate in a modest way the housing market in Ghana
through an analysis of the demand behaviour. Housing demand has been approached
from a macro-economic standpoint using a simple stock-adjustment model.

The Ghanaian housing market, like those of most developing countries is
\mperfect, Households in income categories other than the highest income do accept
housing which does not meet their expectations. Supply of housing lags seriously
behind demand for it. Consequently, the existing stocks are sirained beyond their
capacity. Rural housing problems are identified as qualitative. Mortgage finance in
respect of housing has not been very effective and, in most cases, therclore private
acquisition of a house has been on cumulative basis through personal savings.

Empirically the demand for housing in Ghana has been found to be elastic with

respect 1o income. Thus, income increases will generate housing expenditures increasing
a5 a proportion of income.

In the light of the above, the study suggests that efforts must be made to step up
investment in housing in order to close the gap between the desired and actual stocks
of housing. Constraints that impair supply expansion require identification. Many
government policies such as tand policy, rent control, housing standards and building

codes need overhaul if ever housing supply is lo be responsive to demand.
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CHAPTER . ONE.
INTRODUCTION

1.0 Motivation
Cities in developing countries have expanded at extraordinary rates, often

compressing nto decades the urbanization process that has taken centuries in developed
countries. Governments in order to cope with this expansion have devised a wide range
of policy instruments to influence the rate and character of this growth. Some of the
policies are directed at meeting the needs of people for shelter and urban services, and
to allocate resources in ways that redistribute both the costs and benefits of urban
growth. Ideally, such policy formulation should be informed by a careful understanding
of the behaviour of urban markets; in fact, litile information on market behaviour is
available to the policy makers in developing countries (Mayo, Malpezzi and Gross,
1985).

Housing 15 one of the basic necessities of life. Thus, the provision of adequate
housing is an important goal both in welfare and economic terms. Apart from being a
fundamental human rnight, adequate housing plays an important role in national
economic development.

The antainment of this goal, however, has been difficult, requiring a clearly stated
national policy as well as the continued, innovative and co-operative efforts of all
institutions involved in the provision of housing. These institutions range from the
financial, industrial and constructional sectors as well as traditional institutions in land
tenure.

A good housing provides substantial ities and

builds up a reserve of skilled labour and artisans who would be available for other
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related constructional works. It, thus, stimulates the economy by the usual ‘multiplier
effect’.

From a well defined, organized and executed housing scheme, other social
benefits accrue. I situations where adequate shelter with good water supplies, proper
sanitary arrangements for the disposal of refuse in a well-planned environment exist, the
health status of the people is well known to have been markedly improved.(WHO,
1974)

Housing development has not been at par with housing needs. An under supply
of ‘adequate’ dwellings has existed ever since people began to congregate in towns and
cities. It is only since the twentieth century, however, that the urban housing problem
has been recognized as truly universal, (Gebler and Bums, 1977). Now, housing
deficiencies - physical dwelling shortages or deteriorated neighbourhoods, are clearly
seen in global scope as costing too high for large segments of the population.
Nevertheless, there has also been a growing though still less than universal recognition
of the fundamental obstacle to their prompt eradication. Resources are limited relative
10 needs even in the wealthy countries, let alone those struggling to attain average levels
of living beyond mere subsistence. There exist nutritional, health, transportation and
schooling gaps in addition to housing gaps. Vast amounts of capital are needed for the
expansion of food resources to sustain rapidly increasing populations and for the
development of industries to close still another ‘gap’ - that between available jobs and
the people able and willing to work.

Housing seemed to have obtained a favoured position among social priorities, in
the past half century, at varied standing among countries and at different periods in time.

Yet it competes with other sectors for public and private capital investment. The
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promotion of domestic energy supplies and environmental programs have recently been
added to the priority lists of earlier years. Consequently, housing policy 15 increasingly
viewed as part of social and economic development policies which have multiple
objectives none of which can be anained hurriedly without neglecting others. Thus,
housing continues to be enmeshed in the awesome problem of resource allocation no
matter whether allocation is subject to deliberate planning or controlled by the ‘invisible
hand’ of impersonal market forces.

Ghana's housing problem reveals symptoms similar to those of other countries
experiencing rapid urbanization. There is urban migration; the rise of a renter class; the
growing dispanty between the cost of urban shelter and what the worker can afford; the
rising pressure of housing shortage and overcrowding; the diminishing ability of the
urbanizing population 1o build housing with its own hands as in the old rural
environment: an increase In squatting and an emerging insecurity of urban tenure; an
increase in the number of owners and parcels, and conflicts over titles of land as new
forms of tenure replace the old. (UN 1957).

In rural Ghana the problem has been identified as emanating from ‘the refatively

low quality of the coupled with "', Thus, the mayority
of people live in sub-standard rural seftlements under deplorable conditions. The
paradox, however, 15 that in most urban areas in Ghana loday, there is co-existence of
affluence and concentrations of poverty; high quality housing structures mixed with low

quality ones,

Shana, Republic of: 2-Year Deve
period mid 1968 to mid 1970. SISESSR Blan ffor ha
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Lack of synchronization between housing supply and demand manfests itself in
the huge sums of money that landlords request as rent advances for rental units.

Public sector involvement in housing has been used as a means of regulating the
market 5o as to make housing affordable 1o the low and middle income earers. This
is usually done on equity grounds since important components of housing package -
access roads, utilties and to some degree transport are ‘natural monopolies’ that require
public ownership or regulation if supply is not to be restricted so that monopoly profits
may be reaped (World Bank, 1975). However, this intervention has not been seen,
usually, as making any appreciable impact in the Ghanaian housing market.

The Ministry of Works and Housing is the main government arm responsible for
housing in Ghana Linked with it are the following organizations and bodies involved
in housing development:

1 The Ghana Water and Sewerage Corporation

2. The State Construction Corporation

: 8 The State Housing Corporation

4. The and Services Corporati

5. Public Works Department

6. Tema Development Corporation

7. Public Servants Housing Loan Scheme Board

8. Rent Control Department

9. Technical Services Centre

Other para-statal organizations such as the Social Security and National Insurance
Trust (S.S.N.LT), State Insurance Corporation (5.1.0) and Real Estate Developers

Corporation  (REDCO) as well as private estate companies (eg, Parakuo Estates) are



involved in housing development.
This study seeks therefore to contribute to an understanding of the Ghanaian

housing market; in particular housing demand. The demand behaviour is investigated

from a macro-economic standpoint. From this perspective, the demand investigation is

conducted within the framework of stock-adj This is done to bring
into focus demand - investment relationship in housing research.
1.1 Objectives
The objective of this work is therefore to examine an- aggregate stock-demand for
housing in Ghana.
Specifically the study is to,
) brefly review housing policy in Ghana,
() present new evidence on housing demand parameters using a simple
standard model,
(i) identify problems in the Ghanaian housing market and therr specific
bearing on demand,
(v)  offer recommendation for policy making and outline areas for further

research,

1.2 Relevance of the Study

There 15 a dearth of Inerature on the housing market in Ghana. Though housing
has been perceved as a problem sector, not very much has been done by way of
research on housing demand in Ghana. The few studies done have also not approached
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the problem from an economics perspective. * Most estimations were based on need

rather than effective demand. Thus, the price variable has been absent in such studies

{hat approach the problem purely from a demographic point of view. - These studies
gtressed that the housing situation and housing needs of the country are determined by
population growth and household formation. In fact, they dealt with population
projections in relationship with estimating housing needs.

This study therefore may serve as rejuvenation of interest in the housing  sector
now that it is becoming manifestly clear that housing is moving away from its traditional
role of shelter provision into investment good.

Therefore, di eful addition bout

the housing sector and serve as a valuable basis for policy formulation and development
planning.
1.3 Qrganization of the study

Chapter two looks at a profile of post-independence housing policies. This
qualitatively gives a bird's eye view in assessing the response of demand and supply
forces to housing policy changes. A general light is thrown on the Ghanaian housing
market. It looks particularly at the extent of public involvement in the housing sector by
direct participation or by participation via agencies.

In chapter three the literature on housing demand 1s surveyed with the intention
of adopting and adapting a mode! for the econometric estimation.

Analysis of housing demand is taken up 1n chapter four with a brief discussion of

the theoretical basis of demand for durable goods. The estimation model s briefly

see for example Tetteh (1972), Antwi (1984).
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discussed and results from the regression outlined.
Chapter five summarizes the results and looks at their implications. Policy
measures are suggested for consideration and a course for future research directions

outlined.
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CHAPTER TWO e [
GHANAIAN HOUSING POLICY AND MARKET IN PERSPECTIVE
This chapter reviews post independence housing policies in Ghana and looks

qualitatively at the housing market response 1o these policies.

2.0 Housing Policy Profile Since

Housing policy has been critical in determining housing conditions in any given
country. The diversities in housing conditions among countries similar in growth or
sacio-economic characteristics are reflection of differences in housing policies and their
administration. Hence, housing policy must be viewed as an important aspect of an
overall macroeconomic policy.

A country’s general policy framework has important implications for both supply

and demand factors influencing housing. Exchange rate, foreign trade and other

policies affect their impact on a country’s overall
competitiveness. Monetary policies influence the availability of housing finance. Lack
of development of financial institutions for example, means a lack of mortgage funds.
Fiscal policies are critical to a country’s ability to mobilize resources for growth and the
distribution of income. All these policies have spatial dimensions which influence city
sizes within each country and the location of residencies and employment within each
city. Countries with a poorly conceived overall policy framework cannot expect to deal

effectively with their housing problems.
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There was no clearly defined national housing policy before independence in
Ghana, Hitherto, govemment housing policy was implemented through the Ghana
Housing Corporation (now SHO), the First Ghana Building Society (FGBS). the Roof
Loans Scheme which is now facilitated through the department of Rural Housing and
Cottage Indusiries (for detail discussion see appendix one) and the direct provision of
government housing to public officials. Supply of government housing for public
servants has dwindled in recent years, yet, it still remains a creditable fact that most of
the housing for middle and upper income public servants in Ghana has been provided
by government.

Few years after independence, it was observed that since housing could add
greatly to employment and incomes a national housing policy was necessary. This
policy was 1o be closely related to the level of development of the productive sectors of
the economy and observe a rational balance in the allocation of investment between
housing and the more directly productive investments.

As pant of a Seven - Year National Development Plan for 1963/4 - 1969/70,
therefore, housing was given a recognition. Housing was considered as part of general
social policy. Thus, stemming the growth of slums in urban areas especially in the major
cities was highlighted. Policy was also aimed at forestatling the growth in medium-sized
towns of situations of imbalance. Therefore, reservation of adequate land for public
purposes - roads, markets, schools, and drainage, was to be pursued to enable these
towns avoid the worst aspect of the difficulties of the large cities.

Insufficiency of housing in urban areas has posed great threat to the stablity of
family life which in tum could undermine the whole social fabric. Thus, government

intended to encoutage a rate of house construction that would preserve the cohesion of
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family life in the urban areas. In this regard, government recognized the preservation of
the community pattern in the development of urban areas as had been demonstrated in
the development of Tema; a city divided up into fairly self-contained communities to
develop a community life in which the individual family, especially if itis an immigrant
family, could find a satisfactory social position.

The economy was, eventually, expected to be able to assure adequate housing
for each family in the country as a matter of right. However, until the economy was
able 1o assure the implementation of this right, a more limited housing policy was
proposed, aimed at relieving the housing problem at the points where it was most acute.

Hence, housing in the urban areas 1o meet the expected increase in the population in

these areas was recognized as most pressing.

Regarding rural housing, ¢ assistance p as
to consist mastly of further extension of the Roof Loans Scheme and of the development
of a building materials industry which should be able to assure the rural communities
access to burlding materials at reasonable prices.

The upsurge of a aumber of satellite towns and villages around the larger cities
and the increased overcrowding of slum areas within these cities was observed to have
resulted from the rapid influx of rural people into urban areas since the end of the
second world war. Hitherto, municipal policy had not adopted a realistic approach to
the reception of these immigrant workers who constituted a very important element in
the total labour supply. Consequently, on one hand, these immigrants have provided
themselves with what housing they could in city centers in defiance of building and
other regulations of the municipal authorities; and on the other hand, the satellite towns

and villages which they have created have grown up without adequate planning or



sanitation.

Policy was therefore, aimed at development of sub-urban towns and villages as
initial reception centers for immigrant labour in the larger cities. Based on economic
considerations, government was to prescribe minimum standards of housing and provide
a kind of squatter upgrading scheme for these slums.

Tema township development was to be ambitiously pursued by building more
new communities. This was to be achieved through government and private sector
collaboration; government investment was to consist of provision of basic facilities, while
private individuals or corporate bodies construct the actual housing compatible with the
normal building regulations of the municipal authority.

was given to the role of finance in any housing policy. Government

Recogn:
intended to facilitate private participation by making a number of financial arrangements
conducive to increased private savings and investment in housing. Hence, policy aimed
at stimulating the flow of loanable funds from financial institutions into the housing
market. The most effective means available to any government in drawing out loanable
funds from such institutions is either direct or through a financial intermediary. The
existing housing agencies, Tema Development Corporation (TDC), GHC (now SHC),
and the FGBS were to be put in the position of being able to borrow from holders of
guarantees. They were to be developed to a status where banks, insurance companies
and pension funds would be able to lend to them. In addition, foreign direct investment
was identified as one source of flow of funds into the housing market. I was
govemment intention 1o negotiate with countries that expressed interest in investing in
residential construction in Ghana.

To improve housing quality, emphasis was to be laid on provision of water,
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drainage systems, electricity and streets. These utilities were believed to be integral to
any housing package. The rather high cost of housing was a matter of concern. It was
noted that while in most advanced countries a house costed the equivalent of between
three to four times the annual income of an individual, in Ghana housing costs

amounted 1o between six to eight times the income of most people.’ There was to be

" d desi i fficient
a rch d

methods of construction and into the greater use of local building materials. The regime
of the first republic under Kwame Nkrumah could not stay in power to pursue these
policies 10 the full. Thus, there was a break in implementation of this laudable plan.

Apparently for two years after the National Liberation Council took over from the
Nkrumah regime in February 1966, ‘the management of the Ghanaian economy has
been done without the guidance of a formal development plan.” This meant that the
seven-year plan was suspended. At a point the government felt that as the country was
moving from a period of stabilization into one of development there was need for a
national planning framework. This was to lay down policies for an efficient and
disciplined channelling of the available resources to ensure accelerated growth.
Therefore, the two-year development plan was instituted in mid 1968 to cover up to mid
1970.

Housing policy as spelt out in this document was to extend the benefits of good
housing o as large a section of the people as possible both in rural and urban areas.

The government recognized that to achieve that would require the mobilization of all

This has been stated in the Seven-Year National
Development Plan of the Republic of Ghana for 1963/4.

See 2:year Development Plan (op.cit).
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Dependence on public investment alone

avarlable resources both private and pul
n housing could not solve the problem of housing shortages. Thus, government policy
was to encourage private housing through rationalization of the incidence of taxation on
house owners; reviewing the operation of controls especially in the urban areas, and
eliminating bottlenecks in the construction industry.

Focus of policy was on the provision of assistance 1o the low income bracket.
Nonetheless, some in-kind support was to be extended to middle and upper income
groups who desire homeownership as well.

To make a real impact on the housing problem, it was essential thai various
govemment agencies responsible for housing be brought together to prepare a
consolidated annual program and budget. Additionally, these agencies must arrange to
share and strengthen their technical services, provide for large scale site development,

sponsor self financing methods such as co-operatives and industrial housing and to

secure the flow of savings, banking and insurance funds into housing. The achievement

ofa progr. thy i in the housing situation
demanded that government resuscitate the Housing Division of the Ministry of Works
and Housing. Therefore, policy aimed at starting this division with appropriately
qualified personnel to ensure the availability of requisite expertise at policy making level,
A Housing Advisory Committee was also to be set to provide the necessary guidance on
the formulation and implementation of effective housing policies.

The government decided to take steps to reorganize SHC in such a way as to
ensure that it operates efficiently. Houses built by the Corporation were to be offered
for sale on deferred payment basis. TDC was 1o be similarly treated as SHC in terms of
this policy.
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The Rooi Loans Scheme which was popular became characterized with
indifference, aparthy and mismanagement; its revolving capital ran down to insignificant
levels resulting from diversion of funds. Thus, policy intended reviving the scheme and
placing it under the control of the Ministry.

Reduction of building cost received high attention in the policy plan. This was
10 be achieved through research into planning layout of housing estates to provide for
services and amenities al minimum cost; designing of standard house types in order to
simplify construction and to permit the use of mass production of selected housing,
components and revising existing building regulations to facilitate incorporation of new
methods. Research was also to be conducted into the import content of house
construction so as to reduce foreign exchange costs of building materials.

It was observed that for the few rental units, the rents currently in use were
neither related 1o community rents nor the tenant's ability to pay. The policy was,
hence, to charge economic rent. But subject to such variations as circumstances may
warrant, subsidies were o be given where necessary, and an accounting system put in
place to reveal the amount of subsidy. An income ceiling was to be cansidered for those
entitled to renting public-owned housing. A rent review committee was to be appointed

to carry out a general review of rents.

G Intention was to pi wanted to own their houses with
some assistance in the form of making available prepared sites provided with roads,
drains, water supply and electricity. These sites would be leased at cost to developers
10 build their own designs subject to normal approvals of the focal and town planning

authorities.

The Second Republic replaced the military regime of the NLC in 1969, When in



office, Busia's government saw the need for a d

achieve a short term economic stabilization.

15
evelopment plan. The aim was to

In this plan, housing policy was directed

2 a mixture of public and private effors to raise the level of investment in housing.  To

achieve this the following strategies were to be adopted:-

0]

W)

(i)

)

w

SHC and TDC were to be made community based. They were required o
attain financial self reliance after nitial help from government over a
limited period;

rents were 1o be raised gradually to economic levels so that previous
investments could be recouped and reinvested in new housing projects;
houseownership was to be generally encouraged in order to stimulate
savings for housing investments;

provision of more housing capital through building societies, housing co-
operatives, banks insurance companies, private financiers and housing
financing consortia. In this connection FGBS was 10 be reorganized and
SHC to be encouraged to supply mortgages to its customers;

efforts were 1o be made to amortize the capital invested in existing
government housing for civil servants and other public officers by
reconsidering the existing rents and selling these houses to raise capital for
housing and simultaneously reduce outlay i the maintenance of

bungalows and flats.

The underlying principle of policy was the construction of more houses with still

limited available funds. Further policy sirategies included:-

(@

the achievement of a marked shift from the production of luxurious houses

towards the construction of low and medium cost houses;
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assising municipal, urban and local authonites to construct low cost

housing units; and in conjunction with TDC to develop a workers housing

program on a ‘rent - purchase’ bas
further encouragement of research into production of low cost housing
utilizing domestic materials;

reactivation and modification of the Roof Loans Scheme in the light of
experience gained from inspection tours on Roof Loans projects in the
rural areas throughout the country;

provision of technical aid under the Roof Loans Scheme to help people in
building comfortable houses in properly planned communities instead of
unplanned developments which have hitherto characterized the rura
areas;

budgetary allocation to the Ministry of Rural Development to encourage

new village settlement and townships.

Ancther development plan was drawn up in 1975 after the overthrow of the

Second Republic by a military coup in 1972. Housing policy as outlined in this plan

entailed the drive to provide more houses. The Goverment realised that inspite of rent

controls, rents. especially urban rents, were rising and becoming major items in the cost

push pressures on the general cost of living. A special loan scheme was expected 0 go

into effect for Civil Servants and similarly for those areas of public sector not already

covered.

In addition there was to be reactivation of the activities of the special institutions

n the area of granting housing loans. The activities of FGBS and the Bank for Housing

and Construction (BHC) as well as the general banking system were to be intensified in
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order to play a significant role in the task of providing adequate accommodation at
reasonable cost.

It was realized by government that the quest for cheap accommodation for the
people could not find a satisfactory answer 1n mere availability of loans. The cost of
building material or construction, in the end was the major determinant of housing cost.
Policy was therefore to vigorously promote the increased use of wood, particularly from
secondary timber whilst efforts to develop widely scattered network of factories for the
production of bricks and tiles received attention.

Despite the initial expectations from these numerous attempts at remedying the
bhousing situation all have proved defective and failed to provide the much needed
national housing. The situation seems to have gone from bad 1o worse. Thus, under the
regime of the Provisional National Defence Council a re-examination was made of all
the existing programs in the context of the changing national economic and socio-
political chmate. Some defects in concepts of the earlier programs have been identified.

After thorough analysis the following conclusions have come to light *:-

{1} n the past, there has been a lack of co-ordinated national housing

programs;

@) Govemment has devoted too much of its energy and resources Irying fo

deliver housing through specific projects, rather than facilitate private

developers to spearhead the housing effort;

3)  the rches into afford: and design have not been

translated into practical action mainly due to restrictions imposed by

Tiis is basis of the new housing policy. Details

are in
of Worka and Housing document. .~ To- . ehed
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®)

o

@)

8
existing building regulations;
cational individual conception of housing have tended to be grandiose
fiven the constraints within which we as a people have to operate;
unrealistic and unattractive rent levels, have failed to motivate investors in
the rental sector, especially at the lower levels;
weak planning programs both of land management and infrastructure for
housing;
a lack of incentive for house ownership by public workers on account of
the cheap in-kind accommodation provided by Govemment;
last but not the least, a lack of affordable mortgage loans to support house

ownership schemes.

These factors in combination have resulted in the dearth of affordable rental units,

as well as, relatively few owner occupied homes, all giving rise to the disconcerting and

demeaning sttuation of retirees being turned out into the streets at a time when they are

most vulnerable.

This ume around, the Ministry’s policy is to ensure that good housing

accommodation 3t reasonable cost is provided for the greater majority of Ghanaians.

The main objectives of the policy therefore are:-

(0]

o

a shift of emphasis by goverment from construction of houses to
provision of infrastructure, serviced sites and finance in support of housing
development with specific intervention to take care of critically low
income groups;

preservation and protection of existing housing stocks, both in the urban

and rural areas from deterioration and collapse;
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existing building regulations;
rational individual conception of housing have tended to be grandiose
given the constraints within which we as a people have 1o operate;
unrealistic and unattractive rent levels, have failed to motivate mvestors in
the rental sector, especially at the lower levels;
weak planning programs both of land management and infrastructure for
housing;
a lack of incentive for house ownership by public workers on account of
the cheap inind accommodation provided by Govemment;
last but not the least, a lack of affordable mortgage loans to support house

ownership schemes.

These factors in combination have resulted in the dearth of affordable rental units,

as well as, relatively few owner occupied homes, all giving rise to the disconcerting and

demeaning situation of retrees being turned out into the streels at a time when they are

most vulnerable.

This time around, the Ministry's policy is to ensure that good housing

accommodation at reasonable cost is provided for the greater majority of Ghanaians.

The main objectives of the policy therefore are:-

(0]

o

a shift of emphaws by government from construction of houses to
provision of infrastructure, serviced sites and finance in support of housing
development with specific intervention to take care of ctically low
income groups;

preservation and protection of existing housing stacks, both in the urban

and rural areas from deterioration and collapse;
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(i) provision of effective co-ordination and support for housing sector

programs and action plans;

(iv) and housing sector institutions such as SHC,
TDC, and AESC to enhance their programmes and viability;

(v)  providing incentives and removing battlenecks that impede the private
sector’s housing delivery efforts.

The intention behind the policy objectives is to develop a shelter steategy that is
sustainable and self supporting.

In conclusion, it could be said that housing policy did not seem to have changed
remarkably from one development plan to the other and from other policy documents.
One noticeable feature is rental housing recened no encouraging attention. Housing
policy throughout has tended to emphasize identical ingredients mainly:-

(1) ashift of government from direct production of housing to facilitator;

2)  provision of finance for real estate development and for mortgage;

(3)  researching into appropriate housing materials and house types in order to

reduce housing cost and make it affordable;

(4)  a move to making rents reflect actual prevailing macroeconomic

conditions.

The subsequent section can therefore be seen largely as a response to housing
policy as reviewed in this section.

2.1 The Housing Market Overview

The housing market in Ghana, like in most developing countries, is imperfect,

It has special characteristics with wide divergencies between private and social costs of

production and hmits on the flow of resources 1o the entire housing sector, and to low
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income households in particular.

Scarcity of well located land, the high capital cost of land servicing and the
durability of housing make for a relatively inelastic housing supply; increases in urban
population, tamily formation and income levels lead to large shifts in demand which
frequently outstrip the supply. The consequence is a market rationing process in which
the limited housing stock is allocated to the highest bidder.

All households, except those in the highest income categories are forced 10 accept
housing which does not meet their expectations resulting in increased crowding.
Middle-income families occupy housing designed for low-income families, and the latter
may not be able to afford ‘formal’ housing at all.

National data for housing structural types are not available, However, an inference
about them could be made from data on households by housing type. During 1987-88,
only 14 per cent of Ghana's households lived in single-family homes and 30% lived in
self-contained flats. About 55% lived in single rooms which were not self-contained, and
25% lived in compound housing®

Current housing statistics for Ghana need cautious interprelation. However, they
tend to indicate serious inadequacy of the housing stock, in quality as well as in
quantity.

The Ghanaian housing situation is that of a national development crisis with a
current annual ‘need’ of 70,000 and accumulated delivery deficit of 250,000 needed to

reduce urban average number of persons per room from 12.8110 7. An average annual

These are based on Ghana Living Standard Survey 1987-.
conducted by the Ghana Statistical Service, chra. ==
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delivery of 133,000 units were estimated’ (See Table 2.1} 1o have been needed to
provide adequate housing within the next 20 years as against the current annual delivery
of 28,000 which represents 3 performance rate of 21% of planned capacity.

Consequenily, the housing market in Ghana s one in protracted disequilibrium
where supply lags seriously behind demand.
2.1.1 Government Intervention

Governments intervene in mast markets in order to regulate the market forces
with a view 10 correcting any inefficiencies or failures. Public housing projects and
housing policy may be seen as a response to market failure.

Market failures f ical it inty and inequity)

are traditional reasons in welfare economics for government ntervention.  Equity is
commonly thought in terms of income distribution (housing benefits, public housing for
low income groupst. However, the position of many economists has been that
governments are wasteful and inefficient. Market failure is not a sufficient condition for
public sector intervention for ‘it may be the case thal government intervention is

inefficient as well as introducing its own distortions’, (Boadway, 1979, p.30).

These estimations are documented in National Houming
(1987-90) based on a stud;

Department of Planni. £ A

Technology, Kumasi i:gu:;“umver-uy of Seience and
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Table 2.1 Population trends, housing needs, dalivery and delivery
deficits towards adequate housing from 1985-2005.

Figures ‘0008
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u ng /hou 9) ~3daundsa
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20, Current delivery performance 218

Source

)t Works and Housing; Mational Housi: nd
Action Elun (IQl'I ’OH Unpubl ished. " e LA
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Nevertheless, market forces solely do not help in the determination of outpul an
allocation of all goods—public goods for example because of their specific nature of join
consumption, non-excludability and, hence, the propensity of consumers to free ride.
At various stagies 1n Ghana’s post independence era, governments tried as much as
possible 1o intervene in the housing market. This took the form of governmen
providing houses for top civil servants as well as junior workers. Compensation of

people through resettiements has also taken place at most places, for example the

resettlement of people living along the Volta River. Public Servants at points in time
have also been advanced loans for home purchase or home building.

Public sector involvement in the Ghanaian housing market derives from
panticipation in the whole building process through such agencies as:

(a)  The State Housing Corporation

() Tema Development Corporation

©  Redco

d  Prefab Concrete Products Ltd.

el Other agencies
{See Appendix one).

Many housing projects were (nitialed with the involvement of these public
agencies during the past decades and their expected combined annual output was 1o be
in the order of 1,000 units. However, delivery rate has never reached 100 units leaving
the vast majonity at various consiruction stages and this has created serious. capial lock-
up. Accordingly, further capital injection would be required and this coupled wilh
prevailing inflationasy trends would result in harsher recovery measures where capital
used has to be repad.
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Government therefore has not been very successful in solving the housing
problem. Physical manifestations of the problem stil exist: shortage of supply leading to
overcrowding, long waiting fimes to acquire houses, lack of amenities and highly priced
houses i relation to income.

Most of the housing parastatals have not lived up to expectation as regards the
housing delivery. Problems ranging from lack of funds from government, managerial
inefficiency, unnecessary political interference in internal management and inability 1o
recover cost because of low rents on rental properties have beset these institutions
rendering them nactive few years after their establishment.

2.1.2 Rent Control

The use of rent controls to prevent private individuals from capturing socially
caused gains and to mitigate the imperfections of housing markets has a long and
unsuccessful history in developed as well as developing countries. Rent controls have
been effective only for limited periods of social cohesion, as during war-time, and when
applied in combination with strict controls on other incomes and prices (Grimes, 1976).

In Ghana, the rent control division was established in 1952 under the control
ordinance No.2/1952, it now functions under provisions of the Rent Act, 1963 (Act 220)
and other related enaciments including Rent Control Law, 1986 (PNDCL 138). The
division is tasked with ensuring that there are no unlawful increase in rents; that tenants
are not unlawfully ejected and that cordial relationship exists between landlords and
tenants among other things.

The existence of rent control in Ghana means that the price per unit of housing
varies enormously between tenures, as well as with housing services available in each

tenure group. A discounted cash flow model, incorporating controlled rents, tax on
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land and ion costs, reveals a large negative

rents,
net present value as far as the landlord is concerned and a negative internal rate of return
(Malpezzi, Tipple and Willis, 1990).

Some results of controlled rents are that the poor for whom it is purposed are
driven out of much of the controlled housing. The controls force legal returns on
housing below market levels leading to disinvestment and the deterioration of housing
through lack of maintenance.

2.1.3 Housing Finance

Methods of organizing institutions to finance housing and the repayment of
mortgage loans are extremely important, both to ensure that funds are available so that
houses can be built and to broaden the access of various income groups to home
ownership.

In the words of Freed (1976}, ‘each succeeding year, as the world’s population
grows and urban migration continues, the shortage of adequate housing becomes greater.
It is a shortage created not from a lack of building materials, labour or know-how, but
from deficiency of financing’,

Thus, to cope with this deficiency, worldwide consideration is being given to
changes in the necessary institutions and home financing methods in order to meet the
needs of borrowers and lenders, and enable more housing to be affordable.

Central to the problems faced by housing finance system in Ghana is the need for
a stable macroeconomic environment. The past one and half decade has witnessed
extreme instability in incomes and prices. In fact, Ghana has one of the most distorted
price systems in the world (Agarwala, 1983).

The main institutions are described in detail in appendix one.
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2.2 Current Developments

The housing problem is being given some amount of attention in recent years.
Possible efforts are being made fervently in order to make housing affordable to both low
and middle income earners. In pursuance of these affordability objectives, and also
cogmsant of the fact that financial intermediation is crucial in the housing market, the
Government of Ghana under the financial sector reform is taking positive strides to
revive mortgage lending in respect of housing. At the supply side, encouragement 1s
being given private estate developers through tax exemptions on inputs to house
production. The early 10% import duty and 7.5% sales tax on building materials have
been waived since 1985. In addition, a five year tax holiday with two year loss
carryover has been granted to firms engaged in building construction and 1n the
manufacture of building materials.

2.2.1 The Home Finance Company

An effective housing finance mechanism offers real-estate developers the
opportunity to obtain short lerm loans at reasonable interest rates and prospective owners
1o have access to long term loans at reasonable rates.

The availability of long term mortgage finance has been one of the major
problems encountered in the Ghanaian housing market. To fill in this gap and make
available long term funds to “financial institutions’ in extending mortgage loans to the
people of Ghana on a sustainable basis, the Home Finance Company (HFC) was
established. It is a joint venture of the Ghana government, SSNIT and the Merchant
Bank. The Company started operation in July 1991 on a pilot basis.

A prospective house owner is required to pay a deposit of 20% of the value of

the house of his choice through his bankers or insurance companies who must be
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accredited agencies of the Home Finance Company. Full payment is then made on his

behalf and the house becomes his property. o1
|

The specific terms of the HFC Pilot Morigage scheme are as follows:
@ interest raie: 3.5 per cent per annum,

repayment period; 20 years (maximum), AR

monthly instalment; 25 per cent of borrower’s income at any point in time,
(vt indexation; balance of principal is adjusted monthly according to average
changes in consumer price index (CPI} over the preceeding three-month

period,

v)  cepayments are allowed without penalty.

The HFC mobilizes funds by selling indexed bonds which are also indexed
monthly 10 the consumer price index.

Undoubiedly, the success of HFC will emmensely depend on the general
macroeconomic performance. Low rates of inflation and rising real wages will go a long
way in favour of the sustainabilty of the scheme.

The scheme is young and 5ot so much can be said about it now. However, the
requirements for qualification under the scheme as currently prevailing do not fully
favour the low income group.

2.2.2 Real Estale Qevelopment

With the increasing awareness of using housing as an investment especially in the
urban areas, many investors are begianing to diversify thew investment portfolios in
favour of housing,

Companies are springing up in real eslate development. Recognizing the need

for an organized body to co-ordinate the activities of these new up-coming firms, the
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Real Estate Development Association (GREDA) was formed in 1988 This

tion encompasses, the Social Security and National Insurance Trust (SSNIT),
o Estates Ltd and the National Trust Holding Corporation (NTHC) as the main or
+ members and other companies, for instance, Regi-Gray Manuel Ltd as latter
a5 These companies have so far produced close on 800 housing umits for
tpurchase or by purchase through the Home Finance Company morigage scheme.
The future plans of GREDA include organizing ‘sites and services’ scheme for its
s as part of National Shelter Strategy. Infrastructure, such as access roads, water
«ctricity are 10 be provided, with well developed land, to members.

Housing in Ghana has a bright future with the inception of GREDA. Albeit, it

he necessary support in order to fulfil the desires of the home seekers.
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CHAPTER THREE

HOUSING LITERATURE REVIEW

In this chapter, the existing hterature is surveyed with a view to gaining an insight
into what others have found as being the main determinants of housing demand and for
that matter, investment. By so doing the knowledge gained will help in identifying an
appropriate model to adopt for the purpose of estimating the demand parameters.
Comparison will also be made with some findings on the demand elasticilies as revealed
by the literature.

Housing markets in developed countries especially US and UK, have been studied

extensively.® There is abundant li income and/or ps fasticities of demand
for housing.
Three main reasons could explain this proliferation in size of literature:-
(U] the many practical difficulties in the specification of econometric housing
maodels (such as the correct measurement of prices, quantities, incomes,
and choice of functional form) have led to a number of alternative

approaches by different investigators;

¥ For example Blank et al (1953), Reid (1962), Gebler et
al (1956).
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Gi)  housing markets are local and diverse. What is true in one city, even
within a country, is not necessarily true in another, so it has been natural
to extend demand analyses to a wide variety of places;

(iii)  governments actively intervene in housing markets and efficient

intervention requires detailed knowledge of housing market parameters.

Though, in developing countries, there is a felt need for careful modeling of
housing demand only a small number of studies have been done’ These studies,
however, are only rarely linked to policy applications. Research has tended to focus on
a small number of countries where data are available - often better off developing
countries. In cases where even data exist, analysis has often been hampered by
limitations in sample design, definitional problems, and poor quality data.

The modest amount of research that has been done suggested important
similarities in patterns of housing demand both among developing countries and
developed countries (Ingram, Jimenez and Keare, 1984)

Summarizing information on some housing demand studies in developing
Countries, Mayo et al (1985) pointed to the following results:-

(1) most income elasticities are between 0.5 and 1, indicating generally

inelastic demand;

2)  income elasticities for renters are generally below those of owners; the

median renter elasticity is about 0.45, with two-thirds of the estimates
falling between 0.4 and 0.8. The median owner income elasticity (s about

0.65. While several of owner estimates are above 1.0, none of the renter

For example, Lluch et al (1977) Follain et al (1980).



estimates is above 0.8;

(3)  price elasticities are small, with medians for owners and renters equal to
0.2 and - 0.3, respectively; price elasticities are below income elasticities
in absolute value.

Despite the regularities noted above, there is still quite a bit of variation in
parameter estimates from place to place and, depending on model specification, or
underlying behaviour.

The earlier housing studies dwelt on cycles'® in residential construction in the
post-war period particularly for the United States of America (U.S). They seek to identify
cycles in housing starts. In one such study Guttentag (1961) showed that short cycles
differ fram long cycles in certain basic causes. Further, he stated that no significant
relationships exist between the short cycles and such factors as house prices, income and
employment, marriages, household formation etc, which it is reasonable to assume are
related to housing demand. Fluctuations in the demand for housing arising primarily out
of changing rates of population growth are important in most standard explanations of
long cycles in residential construction.

Maisel (1963) also indicated that housing production which eams the dubious
distinction of ranking among the most cyclically volatile industries is important in the
economy because of its size.

The demand for housing is determined by long-run factors, principally population

Cycles reflect fluctuations (downturns and upturns) in
an economic variable over time around the trend as a
result of sluggish adjustment from other related
factors.

Short and long cycles refer to short an -run
fluctuations. 4 Iong
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or the number of households. In the long run the number of dwelling units is closely

correlated with population and the way in which it is divided into family units. This has
led 1o the suggestion by some economists that the number of households, rather than
population, is the relevant long-run demographic determinant of the demand for
residential construction (Evans,1975). I a household were defined as a unit with seperate
dwelling accommodations, then the number of households may share common living
quarters. This is more likely to happen during times of adverse economic conditions;
in particular, young married couples may live with their parents longer before finding
their own living quarters, Because of this possibility, the number of households is not

de d for is ion. Another

an better indicator of
demographic variable, the family formation (marriage) rate, is even less satisfactory, for
it is correlated with short-term economic indicators (for example, it decreases when
unemployment rises), and thus includes elements of both short-run cyclical fluctuations
and long-run trend.

Other variables have often been suggested as determinants of the long-run
demand for housing although they more properly belong in a short-run function. The
most important of these are income, credit conditions, and the price of housing. Income
1s sometimes considered to be an important long-run determiant of housing in much the
same way as population. Gebler and Maisel (1963 p.487) pointed out that per capita
value of residential capital and demand for new construction in constant prices
fluctuated within narrow margins. This did not imply that the percentage of income
spent on housing was constant; the actual amount per capita changed very littfe when
price changes were taken into account.

In recent years, debate over rent- income relationship resurfaced in estimates of
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income elasticity of demand for housing implied to be less than one by Schwabe''. No

consensus has emerged from this work. Comparisons of the income efasticity of housing

demand has usually been put into three categories:

@

b}

by tenure, that is, renters and owners,

by groups of population variously classified by age o race,

(©) by type of income measured.

Consistently, investigators find higher income elasticities with respect to housing,

demand for home owners than for renters. According to Malone {1966) buyers of used

homes show higher elasticities than those buying new homes. Also Roistacher’s (1980)

analysis of data for moves confirmed higher elasticity for owners except among lower

income groups, where renters have the higher demand elasticities. These findings as

suggested by Mittelbach (1974) have policy inference. Thus, the fact that owners have

a higher income elasticity than renters may explain why people in developing countries

tend to build their own ‘shack’ rather than pay for standard rented accommaodation.

Danel Z.5. (1989) observed that measuring demand in the state regulated market

of fixed rent housing under the conditions of chronic shortage cannot take place in a

manner usual in a buyer's market'l He further intimated that observation of actual

The ori Schwabe’s work wi done in 1868 but che
result has been cited in Geol tigler’s article
"The Early History of Empirical Budtas of Coneume
Behaviour® - Journal of Political Economy; LXII lwril
1954), p.95-113.

According to the usual cmnc:annum, on a buyer’s
market sellers can ntly experience
Gifficultice in selling their output st anticipated
prices. hort-side’ of the market,
i.e, the effective constr: it of transactions.
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housing consumption and of moves is not enough to estimate notional demand'’. In
addition it is not known what the household’s attitude would be in case of higher rents.
Chronic shortage, he noted, exert an influence on demand formation and consumer
behaviour of households. In addition, chronic shortage conditions have not only
distorted supply and thereby also actual housing distribution in relation to demand, but
also permanent seller’s market'* conditions exert an influence on demand formation
and on the consumer behaviour of households. By observing that the universal effects
well known in the theory of housing demand are asserted significantly in both buyer’s
and seller's market his conjecture has been confirmed. The standard explanatory
variables behave in an identical manner in both markets; housing demand increases as
a function of income and size of household, and decreases as a function of rents.

Based on data analyses of urban household expenditure on housing in Indonesia,
Daniel Shefer (1990) observed that expenditure on housing increased at a faster rate than
income (except in the very low income groups). The proportion of income allocated by
the average household to housing ranged from less than 15% to close to 25% (the latter
being found in the upper income group). Estimates of marginal propensities to consume
(MPC) housing services, revealed that it varied between 0.15 and 0.40 depending upon

urban size and location. Similarly the income elasticities vary from 0.80 to 1.20

purchase and sell as much as they want at the proposed
price-hence the absence of any quantity signal. @

In contrast on a seller’s market the bu
difficulties in buying the der dquxpe:an::
anticipated prices. Supply is the ‘short-side’

market i.e, the e % Pl A
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depending upon urban size and location (in Jakarta, for example, the estimated income
elasticity was found to be 1.24). The revelation that a higher fraction of household
income was spent on housing by the high income household group than by the low
income group was contrary to the findings reported by Malpezzi et al (1985) and Mayo
and Gross (1987).

Customarily, demographic variables are included in most macro models. This was
first done by using per capita or family data’. Standardized number of households was
introduced as a variable. This variable shows the number of households for each year
by applying the agespecific headship rates' from the base year to the actual
population distribution (numbers per age group). The series can be interpreted as the
number of households there would have been if the headship rate had remained at the
same level given changes in the level and age structure of the population.

The number of can then be i for each year

and used in the analysis as the demographic factor. Hickman (1974) and Ermisch (1982)
used this variable for the U.S. and U.K. with good results.

Draper (1983) noted that excluding a demographic variable from the model brings
the growth in housing consumption into relation with economic growth only and as a
result makes the elasticity very high. Some models estimate on the basis of figures per
head of population, yielding results in between those obtained with models lacking a

demographic variable and those using the standardized number of households as

See, for example; Muth 1960; Lee 1964.

The age-specific headship rate is equal to the number
of household heads in a given age group divided by the
total number of people in that age-group.
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independent variable (Lee 1964, Whitehead 1971, Arcelus and Meltzer 1973).

Using a 1986 World Bank sponsored survey data on Kumasi, Willis and Tipple
(1987) employed discriminant analysis to investigate tenure choice and demand for
housing services. They hypothesized the demand for a particular tenure category, with
a specific housing service level (eg exclusive or non-exclusive use of facilities) in the
following linear from:

Qo = 3, +3,P+2,P 2 Y, +al + ad where

G = demand for tenure (1) and housing service level (h) by household (i),

P, = price for tenure (t) and housing service (h) paid by household (i),
P = price of substitute tenure and housing service available to (i),

Y, = vector of household economic variables, eg income, number of workers

in the family,

I = vector of legal, political, and ethnic qualifications, privileges and access to

fand entitiement,

d, = vector of demographic variables affecting tenure and housing service
choice, eg age of head of household, male or female headed household,
number of children, length of residence.

They found that demand for housing rises with income; the income elasticity of
demand for roomers” in Kumasi was 0.28. This value is low compared to others for
developing countries reported in Malpezzi and Mayo (1985). It has also been observed

that even though nsing income across social groups within a society is associated with

comers are households who occupy rooms lh\gly. or
occasionally in pairs (known as a hall and cl ).
usually in & cospound house sharicg Faeiiie..

other households
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a fall in the rent to income ratio across countries, the proportion of income spent on
housing rises with increasing income. The distribution of household income is often
quite different from that of per capita income (Datta and Meerman, 1980), especially for
very small and very large households but, in both cases, higher incomes permit greater
choice in housing tenure and access to better housing services.

Tenure choice was found to be significantly influenced by variables which quite

well correspond  to those from Gilbert (1983) and 1987). These included:

() income (ie consumption as a proxy for income) and income (consumption)
per capita, which relate to economic factors;

(i) age of head of household, length of residence in Kumasi, and length of
residence in the house, which relate to adoption of urban values by being
in the city for a long period;

Giii)  year of construction of house, and dummy variables for whether a
household had lived in a government-built house in excess of ten years (as
a proxy for those likely to have been able to buy a government-built
house), and for the home region of the head of household, which relate
10 access to land ownership; and

(iv)  number of rooms in the house, and a dummy variable for condition of
house structure which are unrelated in Gilbert's list.

Hans van Fulpen (1988) analyses the housing market in the Netherlands. His

study employed macro and micro models.

The macro-analysis was based on data on the housing situation in the Netherlands

in the period 1960-1983. A stock adjustment model was implicit in this macro-analysis.

Housing needs survey data for 1981 was utilized for the micro-analysis. Therefore, the
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macro-analysis was time series based whilst the micro was strictly cross-sectional.

For the macro-analysis and for three variables distinguished, the following model

was utilized:
HH = HH (HHS, PC, PHUPPC)
HS = HS (HHS, PC, PHUPPC)
HE = HE (HHS, PC, PHIPPC)
where

HH = number of households
HS = housing stock
HE = total housing expenditures
HHS = standardized number of households
PC = private consumption
PPC - price development of private
consumption, (or consumer price index) and
PHI = rent trends.
The estimated micro demand function has the form:
NHE = NHE (¥, SIZE, PRICE, AGE)
NHE = net housing expenditure
Y = ameasure of income
In the macro analysis, the income elasticity was 0.47 and in the micro analysis

the income efasticity for all (with net as the dep variable

was 0.54, 0.83 for owner-occupiers and 0.32 for the rental sector).
Concluding from the macro model, the housing stock increases much more

rapidly than the number of households in a period of economic growth, a conclusion



39
supported by the findings of the micro-analysis. The result is a lower number of
inhabitants per dwelling. In a period of economic stagnation, by contrast, household
formation persists (though at a lower level), but the demand for housing decreases,
resulting in a higher average number of households per dwelling.

Further, it is concluded that economic growth has a stronger impact on the
demand for housing than on household formation (long-term elasticities of 0.26 and 0.20
respectively). Household formation is more influenced by demographic factors and
socio-cultural trends (long term elasticities with respect to the standardized number of
households of 1.07 and 0.93 respectively).

Muth (1960) provided what is now regarded as the standard demand for housing

given as

HD = 2, +a,Py + 3, Y, + 3y i,
where
HD = housing demand
P,. = price of housing
Y, = a measure of permanent income
ir = bond rate (could be a morigage
interest rate)
Todeal with the d cs in order some sort of minit npirical test,

the above expression can be combined with other expressions. It can also use other

variables and can be estimated as part of a structure.

Turming more specifically housi model

may be as if it were a . problem. The first

consideration 15 that by breaking out a particular component of consumption (by
disaggregating), relative prices are necessarily introduced into the framework. In

Boughton's (1976) model, food, other non-durables, and durable goods were
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distinguished and the following equation was estimated

C'ut - Bo + B, Y, + B, (P/PI) + B,LW)
fork < 1. ., 3 where
Y, = permanent income
L) - measure of liquid assets (perhaps a wealth proxy or even supply of funds
proxy)
k = disaggregation into ‘non-durables’, ‘durables’ and ‘housing
expenditures’.
C°, (0 = desired housing consumption expenditures.
Putting in a lag structure for Y, would be equivalent to postulating a difference
between C',n and C,0 i between desired and actual housing consumption

expenditures.  The hypothests, then, is that housing investment 15 a consumption

that substitutes for tor h /P), that may have
a different lag pattern (for Y,) due to its durability and postponability, and that may well
strengthen the influence of liquid assets (L) on consumption, on account of ‘credit
ratoning’ in housing markets. Seemingly, there do not exist consumption of investment

studies with just this rationale and

a pot y
on the strength of substitution effects (etc) and on the availability of suitable data.

The fore-going is not really adequate in that the investment aspect of housing is
not accounted for and this could be accommodated in a consumption investment model,
but in this case 1o produce a neoclassical new-housing demand function.

First, assume a per capita demand for housing services of Ch where C s total
consumption services. This was developed by Kalchbrenner (1972) and explained by
On D, Ott A and Yoo } (1975).
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To convert from the flow 1o the stock demand, we note for a perpetual stream
of rents
Py/i = P, where P, is the average price of a new house and Ph is the rent per
unit. Deducting property (and income) taxes (in the form of t, a tax rate) from Py, we
have
Py Py (1-1)i
With this substitution we may directly model the desired stock of housing as
KN = (P, (1-1)i/P ,CON)
which taken in a Cobb - Douglas form yields
Ky = N [P, (1 - 1)iP)1 [UN2
With 7,<0; 1,>0
So,
Ky =(-r)InN«rInP, ¢7,In(1-0+ 7 -rinPc+ 7 inc
aare
tquation (3.1) makes it clear that the desired stock increases when t, P or C rises, and
falls when the rate of interest i or P, rises (since 7, is negative). A change in the
population N alone has wo effects on the desired stock of housing; it reduces per capita
consumption /N and, thus, tends to reduce the desired stock of housing and at the
same time, for any C/N, there is an increase in the demand for housing stemming from
the premuluphcative N, An equal percentage change in C and N, keeping per capita

consumption unchanged, increases the demand for the stock of housing due 10 ‘pure’

*  In equation (3.1) Ky is unobservable. But, using an
appropriate stock-adjustment mechanism we can have an
equation in measurable variables.
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population effect by the percentage amount
3.2)

dinK’,, = (1-7,)dN + 7,dInC

The elasticity of K with respect 1o N,  with per capita consumption unchanged,
is thus unity.

As a first step, the demand for net investment in housing and housing construction
expenditures can be approached in the same manner as business fixed investment. That
is, current additions to the housing stack (net housing investment) are some proportion
of the value of projects initiated in previous periods when the optimum stock of housing
changes:

b= 6Ky = Ho (K'y - Kiygy) + Hy (K = K +.

OoR n
b= THK.. +8,Ky —— (33

‘where lhla-:‘i represent the proportion of the value of housing starts initiated in each
previous period which come to fruition in period t as net investment and where ,, K.,
represents replacement investment.

In conclusion, a theory of housing construction outlays can be constructed by
combining the consumption function - which explains the demand for housing services -
with the neoclassical investment approach - which translates the demand for the services
of housing capital into a theory of net investment. Thus, housing demand and housing
investment are nterrelated. On account of lags and friction in the housing market, an
adjustment in any year cannot be the total difference between the total stock and the

desired stock. Total demand for housing is thus directed towards the stock, and

prodi is just part of the d that could not be met out of the stock.
From this brief review, the equation (3.1) will be adopted for the study (with slight

modutification).
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CHAPTER FOUR
THE ANALYTICS OF HOUSING DEMAND
Housing services are those offered by a durable good. Therefore, this chapter
presents an introductory theory of demand for durable goods. This aims at further
elucidating the theoretical basis of the model adopted for the study. The model is
restated, estimated and results are tabulated.
4.0 lniroductory Theory of Demand for Durable Goods
The purchase and use of durable or semi-durable goods is essentially dynamic.
One purchases, because of their durability, not only current utility from the use of the
00d, but utilities far into the future. The financing of these goods, also, comes usually
from the stock of net wealth which has been built up out of past saving. Finally the
existing stock K, of a particular durable or class of durables follows the dynamic
sequence
K =K, +Q-D, @n
where Q, represents purchases of the good and D, is the depreciation of the stock during

time period 1. Depreciation occurs from wear in use, decay with time and
obsolescence, and gradually reduces any unit of the stock 10 a scrap value. Q, and D,
are flows during time period t. This point of time can also be Ireated as the average
value of the stock during the period, and centred at the midpoint of the period.

A disunction is often made between the consumer's desire for a stock and his
demand for goods on the markeL. The former s K', and the latter Q", It is K, which
provides the basic service which the consumer wants. But if K', < K, the consumer
exercises no market demand. As K’, becomes greater than K, only then a force for

market demand comes into action. Thus, it is only 10 the extent that K\ 2 K, tha Q’,
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> D, Indeed (4.1) can be rewritien as a demand equation in Q. as

“4.2)

Q.= KK, + D,
In order to explain Q' it is clear that K', and D, must first be explained. For
explanation of D, we assume a rate of depreciation Dr applicable to the existing stock.
If K, represents the average stock over the time period, then Dr could be applied 10 K.
But if K, is the stock at the end of the time period, it would be better lo apply Drto K,,.
Some theorists (eg. Koyck, 1954) assume that only a proportion 0<c< 1 of the
gap K', =K', - K,y in (4.2) is closed during each time period. Relation (4.2) would
then become.
Q= ¢ (K'K) + Dr {eK', + 10 K}

= 14D K- {Dr (1) + €} Ko @3

Assuming ¢ = 1 with the reservation that the actual value of ¢ must be checked
by empirical testing (4.3) becomes
qQ

Clearly the previously existing stock has a pronounced negative influence on

= (1+ Dr) K, -K, —_— i

current demand.

In explaining the demand for stock, the stock is the relevant variable to use in the
consumer’s utility. The stock, we know, extends forward over the whole future life cycle
of the individual. The demand for the stock is therefore based on similar causal forces
to those which have been used above to explain the demand for goods in the
consumer’s budget. In particular, effects of the rate of interest and the effects of delayed
causation or habit persistence can be assumed as analysed above. The latter force 15
now reflected by the use of the explanatory variable K,,, now with a positive influence.

Interest rate (i) usually has a substantial effect on the demand for durables. There
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is an increasing tendency to finance durables with consumer credit. Thus, interest
becomes a financial cost, adding to the market price of the durable. The ease or
stringency of consumer credit depends not only on the relative size of the down-payment
required to the total price (p) of the good and on the term allowed (1) to complete the
payment of the debt. Some index of these three components, CRI (i, p, t) needs to be
worked out giving appropriate weight to each element in the credit conditions index.
4.1 The Empirical Model

In the previous chapter the model to be used for the study was highlighted. Here
a further insight is given to it.

For simplicity of analysis all housing is supposed to be homogeneous. Income
from housing 15 to be assumed taxed, at the margin, at the same rate as all other incomes
for each tax-payer. Housing units are then demanded by households for the stream of
housing services C, they yield . The demand for housing services per capita at some
point in time may be written as.

CIN = (PP, C/N)

—_—@n

Where
C. = flow of housing services
N = population size

Pe = rent per unit of housing
P, - implicit deflator or price index for all cansumption goods
€ - total consumption

The equation says that per capita demand for housing services depends on the

relatove price of housing versus all consumption goods and total consumption per capita.
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ES

Assuming from fig. 4.1.1 that N and Pc are given, then the demand curve D relates
desired housing services to the price of such services P,. The supply of housing services
S may be taken as proportional to the stock of housing K,. Given the stock of housing
K,.. the flow of housing services is determined at (say) C,.,, and the rental price will then
be Py, An increase in the stock of housing per capita, which increases the supply of

housing services per capita, will shift the S curve 0 as to lower the rental price. An
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increase in total consumption per capita shifts the demand curve to the right - the rental
price then increases for any given per capita stock of housing. An increase in the
consumer goods deflator Pc also shifts the demand curve to the right; the relative price
of housing services P¢P, is decreased, and the demand increases for any given Pq.
Finally, an increase in population increases the total demand for housing services. The
demand curve in figure 4.1.1, shifts rightwards, and the rental price rises.

From the discussions so far the following variables have been identified among
others to determine the aggregate demand for housing behaviour; that is, relative price,
per capita income (proxied by per capita consumption)”®, credit and demographic
(population). For this study and following from the previously described procedures the
model is

KN = (P, /P, TN, i, 0

4.12)

The per capita desired stock (K',/N) approximates the per capita consumption
services (C,/N) offered by a unit of house. P,/P, refers to relative price of a house and
iand t are respectively the rates of interest and marginal property tax respectively. In
the absence of data on any other form of credit, the interest rate (lending rate) is used
as the sole credit variable.

To enable us estimate our model a specific functional form must be chosen. Now,
let us consider the following cases.

Case 1: Assuming a linear functional form for (4.1.2) we have

The use of per capita coneumpeion a5 incone proxy
derives from the permanent income hypothesis whioh
states that consumption ie ltrongly related to
unobservable permanent income
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KN = A+ 8P/ +8,ON - Bji + 82
_— @1y
But, K', 15 nol ubservable so we use the following partial adjusiment mechanism:

K, - Kn) = @K', - Ky,) where @ is an adjustment coefficient such that
0<a<1. This is based on the assumption that housing demand does not adjust
instantaneously to the desired levels.

Substituting and making the necessary arrangements, the final equation for
estimation becomes:

K/N = a + b, P,/P, + b,C/N+ bji+ bt + bK,, +E

“14)
where E, is 2 term emphasizing the siochastic disturbance having a standard normal
distribution. A priori, the signs of the partial derivatives are expected to be b,, by, b,
<Oand b, b, >0

Case 2: For a double-logarithmic form, we have
KN = A PPY, (CNY, . 1y 0, ¢

“@.1.5

Taking natural logarithm of both sides of (4.1.5) gives

INK'UN = I0A + A, In PP, + A In ON+AIni +A, Int + E,

H.1.6)
Using a partial adjustment mechanism similar to the one just discussed but now
involving logarithms we have

INK/N = Ina+ 2,0 P/P, + a0 ON + ajni

va It + 2y In K, /N,

“rn
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with a priori signs of the partial derivatives being a,, a,, 2, <0 and 2, a; >0.

Though (4.1.4) and (4.1.7) are the final equations estimaied, more reference is
made 10 (4.1.7). In the double-logarithmic form the s in (4.1.7)° are directly the
stock-demand elasticities. Apart from this, possible problems of heteroscedasticity from
influence of extreme prices and incomes on parameler estimation are reduced when this
form 15 used.

4.2 Data and Sources

The depth of analysis in any empirical work is usually occasioned by the amount
and reliability of information available. This study is constrained by the near non-
existence of requisite and reliable data. Consequently, the choice, of the rather short
period (1970 to 1989) for the econometric analysis is a circumstance beyond control.
Data for the preceding years could not be oblained, and subsequent years' similarly
proved elusive.

This study utilizes data extracted from local and international publications such
as: The Quarterly Digest of Statistics, the United Nations and World Bank publications.
Some unpublished information were obtained from the Accra Metropolitan Authority
(specifically the marginal property tax rates) as well as other organizations duly cited or
yet to be.

Since the available data are secondary, that is, they are not specific for the
purpose of this study, at best they could only serve as proxies to the values of the
variables they refer 10 in our model. Thus, we redefine our variables as follows:

# one main c: of this functional form, however, is
that it t satisfy the postulates of demand theory
except as approximation.
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(1) The housing stock K, is proxied by Gross Residential Capital Formation
measured in 1977 constant cedis. Thus capital expenditures on housing are being used
instead of actual housing expenditures. However, capital expenditures are good
instruments for housing expenditures where data problems arise.

(2) C, 1s the total i it (ie private plus in 1977

constant cedrs. This is approximating an income variable in the equation.

(3) N, is the mid-year population estimaie of the respective year.

{4) P, 1s the prime building cost index on 1977 base. It is an indicator of the
price of a unit house.

(5) P, is the consumer’s price index on 1977 base

(6) 1 is the marginal property tax rates.

(7) vis an interest rate.”!

4.3 Estimation Procedure (for the period 1970-1989)

The equations specified as the models are estimated using the ordinary least
squares (OLS) method.

In each case, the OLS estimation is done using the nominal values of the rate of
interest (lending rate). To compare for any significant™ differences, the ‘index’ values
are also used. All the results are reported in tables 4.1 and 4.2 (See appendix twa for
values of the variables). The overall linearly specified regression is fairly significant at

both the 5% and 1% levels since the calculated F-statistic (5.10) is greater in value than

' For i, two instances are considered. The nominal,

valués are used as well as ‘index’ values.
alculated by dividing the series by 1977
iplying the result by 100.

*# significant used here is not in a statistical sense.
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the tabulated 2.96 (at 5%) and 4.69 (at 1%). None of the explanatory variables is

significant except per capita income (proxied by per capita consumption). With the
formulation using nominal values of the rate of interest, the price variable (P./P,) and the
tax variable 1) do not have the expected signs in addition to being statistically

insignificant

4.4 Rearession Results
4.4.1 Linear Specification

Table 4.1
Time Series results of the Linear Specification

Dependent Variable Equations
K./N 1
Constant -0.0054 -0.0042
(-0.2403) (-0.0263)
Pu/Pc 0.0126 0.0126
(1.12636) (1.1614)
c/n 0.0648° 0.0648°
(2.4094) (2.4103)
i -0.0013 -0.0002
-1.0566) (-2.0542)
t 0.0017 -0.0013
(0.0097) (-0.0074)
K /N 0.0310 0.0312
(0.1991) (0.2009)
adjusted R’ 0.5192 0.5191
DM Statistic 1.6845 1.6832
5.E of Coeff of K,,/N  0.1557 0.1557
*h* sratistic 0.9829 0.9870
P (5. 14) 5.1043 5.1016
Note: Vali

in parentheses are t-ratios.
St level.

the S
zquaug.n lsed nominal lending rates and
2 used index lending rat.
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Table 4.2 o
Time Series result of the Double-Logarithmic Specification

Dependent Variable Equations
1n K/N 1
Constant -1.0611 -3.3380
(-1.0184) (-0.1936)
1n B,/P 0.2917 0.2885
(1.667) (1.6575)
1n C/N 1.1671° .2973°
(2.4438) 2.7149)
In i -0.3913 -0.3659
1-1.0033) (-0.9740)
nt -0.0010 -1.2118
(-0.1416) (-0.3818)
1n K,,/N 0.2778 0.2832
(1.4230) (1.4700)
ndju-r.ed n' 0.6219 0.6257
1.9258 1.94553
Sk of Cuff ot Kai/N 0.1966 0.1926
‘*h' statistic 0.3138 0.2185
Fs, 6.9218 7.0167
Note:

Values in parentheses are t-ratios.
e

*+ Significant at the 5% level.
Equation 1 used nominal lending rates and
used index lending rates.



53
However, the tax variable has the expecied sign when its ‘index‘value is used;
the price vanable still maintaining the wrong sign.

The logarithmic specification also gives quite a good overall significance. When
nominal interest and tax rates are used the sign of the relative price remains wrong while
all others are correct. Again, only the income is significant at 5% level.

R is possible that the positive sign on the price variable reflects ‘supply effects’. The
case may also be that the price variable derived by dividing the prime building cost
index by the consumer price index is inadequate.

Test for autocorrelation could not be carried out using the usual Durbin-Watson
statistic because of the presence of lagged dependent variable regressor. An allemative
htest has been employed. This has been possible because the product nvié)”* where
n is the sample size and vi@) the variance of the caefficient of the fagged dependent
variable is less than one in all cases. The test establishes the absence of autocorrelation
at both 5% and 1% levels of significance of the standard normal vatiate.’*

The interpretation of our results will proceed with the admission of some other
Iiemitations usually encountered in most empirical work, more so those saddled with data

inadequacy such as this.

oen d dependent regressor occurs

T - ann/(n/x nv(&}) has been propo.ed for the cas
nvid)<1. Another proposition has been made for nv(3) 1
but this is for large samples. 1In the formula daDW
value for the first order autocorrelation.

In fact, h has a etandard normal distribution.
Both the linear and logarithmic OLS specifications show
no autocorrelation.
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CHAPTER FIVE

'CONCLUSION

This concluding chapter summanses the entire study infering from both the
qualitative and the econometric results. Policy measures are suggested for consideration

and future research courses charted.

5.0 Summary

An attempt is made in this study to investigate the housing market in Ghana with
special emphasis on demand. The Ghanaian housing market, like those of most
developing countries «s mperfect. Households in income categories other than the
tughest income do accept housing which does not meet their expectations. Though data
on housing structural types are suspect they tend to, in broad terms, indicate serious
inadequacy of the housing stock both in quality and quantity.

Public sector has been quite involved in the provision of housing to meet the ever
increasing demand for housing. This has been done through parastatal organizations.

However, most of these agencies have been beset by problems of managerial

lack of fi Y pohtical i Therelore, they could
not find their feet in order to satisfy the needs for which they were established. in large

pant, the pr dominates by idi for pein '3
through acquisition of building materials and building gradually over time.
The inabulity of the supply-side (delivery systems) to meet effective demand over

the years has created strains on existing infrastructure, especially in the urban areas. in

is more qualitative in nature with the rate of required
oVl splacement|and additions 10 the housing stock virtually falling to



insignificant levels.
Housing finance in Ghana has not made adequate impact in the housing market.
Though some form of savings/loans societies as well as a building society exist they

could not cope with the of the and have

become moribund in the early part of the 70s to date. Bank lending towards housing
‘was not appreciable. The inception of the Economic Recovery Program 1n 1983 saw the
attempt to revive the mortgage system as part of a general financial sector reform. The
Home finance Company was established in 1990 in response. During an integral part
of the post independence years, therefore, credit availability for housing can be said to
be rationed. High rates of inflation coupled with political instability that characterised
most of the years during the period make for lending to the housing sector insecure.
Total credit availability to housing has therefore been rather low.

In determining the state of housing in any country, housing policy is crucial. A
review of housing palicy in Ghana reveals that in all post-independence development
plans policy has focused on supply-side. That is, provision of affordable houses to meet
the increasing need by the growing population. Government's envisaged provision of
sites and services’ as well as squatter upgrading schemes have not been successful. The
result is the ever growing squatter settlements in unplanned environments under
insanitary conditions. City expansion by far leads the provision of basic utilities like
water, electricity and access roads.

Resulting from political tensions and unstable macroeconomic environment,
housing policy though apparently emphasizing almost identical contents has not been
EEOTINEIVEIEENENE  hes rather been ad hoc from one political regime 1o

another.
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One noticeable feature is the neglect of rental housing in the various housing
policies. Housing programs have been intended for ownership than rental.

The econometric aspect of this study, despite inherent weaknesses, brings to the
fore the impartance of income as the sale variable that significantly influences the stock-
demand for housing in Ghana. From the double-logarithmic specification, the stock-
demand elasticity with respect to income, approximated by consumption, is found to be
greater than one. This indicates a generally income elastic demand.

In all the estimations, the interest rate, the property tax and relative price are not
statistically significant. The non-significance of the interest rate may be a confirmation
of the unimpressive role played by mortgage finance i the housing sector. As regards
the property tax, it could be said that in most cases payments are honoured in breach
than in observance. Political instability has contributed also to inablity to strictly enforce
payment. Due to the fact that the market has been regulaled mostly through rent
contrals, price seems not to have played any significant role.

5.1. Policy implications and Recommendations

Apart from the income variabie, all other variables viz price, tax and interest rate
are not significant at neither the 5.0% nor 1.0% levels. Directly from the logarithmic
specifications. we see the stock-demand elasticity with respect to income being greater
than 1 (i.e. 1.210 1.3). Hence, demand for housing n Ghana is income elastic. This
indicates that income increases will generate housing expenditures increasing as a
proportion of income ie expenditures increase absolutely and as a per cent of income.
Further, this suggests that housing s regarded as more important by consumers on the

than all other uses of their income. This perhaps explains why 1 Ghana

towards the reduction of sub-standard housing (slum clearance or squatter
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upgrading) is quite slow. Another implication is that a subsidy for general income
support which allows consumers complete freedom in allacating their expenditures will
be quite effective in raising levels of housing consumption,

The price mechanism has not played an enormous role in allocating housing in
the economy. Price distortions as shown by Argawala (1983) might have also accounted
for this. The socialist ideological inclination that has characterized most of the post-
independent periods, including that covered by the esimation 1s 4 plausible cause as
well. The solution to housing problem was addressing ‘need" rather than effective
demand.

As real incomes increase the effective demand for housing in Ghana is likely to
wcrease. Efforts must therefore be made to step up investment in housing to close the
gap between the desired and actual stocks. The series of constraints that impair the
expansion of supply must be identified. There is a clear need for a major overhaul of

many of the policies and regulati h that housing supply may be more

responsive to demand. Prime candidates for revision include land policy (especially
wrban), rent control, housing standards and burlding codes. Housing policy must be
discriminatory so that subsidies are given to only those who really are needy. Thus, the
poor could be provided improved infrasiructure.  The approval process for home
building should be streamlined.
Several policy interventions are needed in the field of housing finance in order
10 expand the currently low level of available housing finance. Many innovations are
necessary in the housing delivery system so that much of the existing housing stock can
Jgraded in addition to new starts. and that housing finance can also reach the poor.



5.2 Limitations of the study
Proceeding to the end of this study, it 1s expedient to wam about some

shortcomings with regard o the econometric analysis. Some limitations of this study

include:
m

@

3

@

(5)

(6)

1he use of aggregate data which are likely to introduce aggregative bias,

the official statistics used may tend to underestimate the values of the
variables used such as the total gross residential capital formation and the
prime building cost index because of the large informal sector and because
new construction staustics fail 1o count upgrading, maintenance,and
depreciation of existing units,

4 wwutem of equations could have been better in modelling the housing
market from which to estimate the demand,

most of the vanables used could also be seen largely as possible to operate
at the supply side hence introducing an identification problem,

the homogeneity of housing units assumed for the analysis is not tenable.
In fact housing units differ by type, location and size,

the use of population as the sole demographic variable may not be
appropriate and also interest rate alone cannot caplure credit conditions,
the period of estimation is not long enough to bring to light the true

behaviour of demand.

This is by no means an exhaustive list”* but a good representation of the possible

Some studies report other criticiems of this type of
analysis: de Leew (1971), Muth (1960), Polinsky (1977)
e and Trost (1978), Rosen (1974), Strasszheim {1975)’.
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flaws in the analysis., Granting these, the results in a modest way may contribute 10 an
understanding of the housing demand behaviour in Ghana.
5.3 Directions for future research

Future research should aim at providing an adequate data base for housing
analysis by employing as much as possible primary data, More work is required on
demand for housing characteristics and on correct specification of prices.

Separate demand functions need be studied for rural and urban housing bringing
into focus differences and similarities. Sectoral response to policy eg. monetary and fiscal
should be given further attention qualitatively and quantitatively.

High inflation rates have characterized the economy of Ghana. The impact of
inflation expectations on demand or supply of housing should be part of future efforts

at exploring the housing market in Ghana,

Supply response of housing to financial deepening and income from

abroad require critical analysis.

In lusion, thus, alternative should be used to makg housing

analysis more technical and objective. In this way, a positive contribufion could be
made to ensure that housing markets function efficiently and equitably, and that houses

are fit for households.
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APPENDICES

APPENDIX ONE
() Housing Parastatals
(@ Ihe State Housing Corporation (SHC)

It started as the Gold Coast Housing Corporation formed under housing ordinance
aumber 31 of 1955. This government owned organization was very active in the 1960s
and 1970s in producing houses under subsidies from the government.

The corporation has been nearly dormant since 1979 with the cessation of

government financing. SHC consists of eleven relatively autonomous regional operations

{including two in the Accra ) and saff. Th
suffers immensely from managerial difficulties resulting from regional operations which
are in disarray, and ineffectiveness of central management in Accra.

SHC remains one of the largest producers of housing in Ghana; it dectared an
annual delivery target of 2,000 units and an attained maximum delivery rate of 1,528 in
1973/74. This was mainly in response to the low cost housing scheme under
Acheampong regime of the National Redemption Council (later The Supreme Military
Council). It is now able to achieve an estimated output of 200 units only. This means
that it is operating at 13% of current target of about 1600 units per annum.

{b) Tema Development Corporation (TRC)
he TDC was set up in 1965 to plan and develop the entire Tema municipality.
mpany the development of a port and industry associated with Volta River
tric project, the Tema new town itself was established in 1952. The city
0f 63 square miles of land all of which is feased by the government to TDC and
# not all, of which is under the development control of TDC. The main



[
objective of establishing TDC was to alleviate housing shortage and re-develop the slum
areas of Tema into 18 commanities with about 28,500 units by the end of 1985. The
corporation is, however, in arrears by 7 communities and an accumulated deficit of
10,000 untts. Over 16,000 housing units have been built by TDC with 7,520 retained
in ownership as rental units. House building still continues in Tema by the corporation

but at a pace less than 50 units per annum. In fact, there has been a shift in policy

towards leasing of land for to private and
institutions.” Indeed, there has not been any addition to its housing stock during the
past 2 years.

In relative terms TDC's management seems to have better information and
financial controls than SHC's, at least partially because of the spatial compactness of
operations. But, the basic problem of the corporation has been inadequate funding and
low rents for rental units, thus, preventing the corporation from making good returns in
order to maintain adequately the existing stock

In the face of all odds, TDC is attempting to revitalize itself, through expansian
of its revenues from rented units, land rents, and development fees. The corporation
does not seem to envision itself as becoming a large scale developer of housing in Tema
aga. Rather. it intends shedding off its rental properties and focusing on planning,

veloping, and servicing land for private development.
! Redco
It is a real estate development subsidiary of the Bank for Housing and

a0 This is  culled  from  unpublished
Government /Ministry of Worke and Hounngp udy [h’.lagm
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Construction.  Since its inception in 1979 it has completed few houses despite s
declared annual output of 1,000 units. Its 5,000 units, Legonman project, started since
then has only produced some uncompleted single storey detached house units and few
muhi-storey re-inforced concrete structures at vanous stages of completion.

‘Complex management problems have beset this laudable project which enjoyed
full patronage by a large number of individuals theough financial contributions.

() The Prefab Concrete Products Lid,

The primary concem of this company is the production of large concrete panel
prefabricated housing units. These units are really meant for urban housing. In 1977,
the factory was reactivated but so far has not had full paironage from the general public.
The factory has the capability of building multi-storeyed siructures, mainly block of flats.

led capacity is 400 housing units per annum. However, owing o obsolescence
w1 e nature of the factory’s machines, the current capacity is 100 units per annum.
(&) Other Agencies

Other public agencies that mainly provide funds in the form of loans or budgetary

acations for housing are:

) First Ghana Building Society,

() Public Servants Housing Loan Scheme Board,

am  Social Security and National tnsurance Trust (SSNIT) and other financial

wnstitutions such as State Insurance Corporation (SIC) and Bank for Housing
and Construction (BHC),

{v)  Central Government budgetary allocation for housing eg. nurses. quarters,

staff bungalows, etc.

M Department of Rural housing and Coftage Industries.
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(These are discussed in (B) as below)

) Housing Fi i
i) First Ghana Building Society (FGBS)
The FGBS was established on the 15th of June, 1956 as 4 priate society under

Building Soci edii 1955, but with Fi

the society operates like a savings and loan association through which savers can

h build houses, obtain h 'Bage
credits.

There are three main sources of finance for the saciety. These are:

(2) grants from the Government

b} paid up capital and

(©) deposits from the public

Government grants have been occasional and intended to supptement equity

capnal and deposits from the public. Originally, the society issued three types of shares
ordinary shares’, ‘savings shares’ and ‘deposit shares’.

The FGBS has, more often than nox, been almost moribund. Negative real interest
nake that deposits are not a significant proportion of its sources of funds. The bulk
zapital has been provided by government about €217 miltion as at 1989. A total

nlv 779 loans are presently outstanding. vatued at €143 million. Despite the non-
of detailed records; it is apparent that only few loans (s few as four} in some
and currently have been advanced. Obviously, FGBS is severely constrained

posit and lending policies. The Society has never been an effective institution
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that efficiently mobilized resources for housing. The following table gives the picture

of account holders and borrowers in the recent past.

Table A.1 FGBS account holders and borrowers

hares

Number of
counts

Value (¢ million)

Savings Shares

Number of accounts
Value (¢million)

Mortgage Accounts
Number of accounts
v

Value (¢ million)

As at Dec.
1984

25,400
96.81

76.6

As at Dec. As at Dec.

1985

27,900

117.35

9,450
133

8,940

94.39

1986

32,860

158.38

9,870
2.64

10,600

131.25

As at Dec.
1987

33,016

191.517

9,910
257

10,800

142.28

Source: Ministry of Works and Housing unpublished document.

The problems confronting FGBS, and mortgage lending in general, have been

financial sector wide rather than institution specific. It is only quite recently that there

is a systematic progress in the financial sector as a result of the structural adjustment

program of the Economic Recovery Program.

(ii) The Public Servants Housing Loan Scheme.

This was established by National Redemption Council decree 319 in 1975, It is

1o apply 1o public servants whose salaries are paid directly by the Controller and

Accountant-General. Some flexibility was introduced in which case the scheme could

be extended 1o other public servants subject to the discretion of the Minister of Finance

and Economic Planning. Those public servants having their own schemes have been
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The main objectives for the establishment of this scheme are to help public
servants to:

(1) finance construction of a new residential property

2)  purchase an existing residential property,

(3} extend an exisung residential property

@ pay off a loan on a residentiat property already acquired.

Finance of the scheme is through government budgetary allocation and
subvention. The Ministry of Finance and Economic Planning admunisters the funds.
However, administrative allocation are forwarded through the Ministry of Works and
Housing under whose umbrella the board operates.

Swnce uts inception the amount of loans advanced as at 1990 siood at 668 million
cedis. lts distnibution is shown in the table below:

Table A.2 Loans advanced under the public servant's loan scheme since its
inception to 1990.

Date Amount /Cm)
24/6/75 30
2313176 20
3/8/76 10
25/5178 80
14384 50
14/5/84 70
9/6/87 100
119187 200
246188 50.0
30/6/88 2000
1312189 1100
947190 2500
Total 668.0

- s Housing Loan
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As at 1990, 646 public servants have benefitted from the scheme. This number

consisted of 445 civil servants and 201 workers of other parastal organizations.

The amount of foan advanced to a beneficiary is based on gross annual salary,
and the percentage of the annual salary to be given is determined by the nature of
building. The valuation of the building is done by the Architectural and Engineering
Services Corporation (AESC) and recommendation made 1o the Board.

Repayment of the loan and interest (ie 2',%) on it is done by monihly

deductions at source by the Controller and Accountant-General at a rate of 30 1o 35 per

cent of gross monthly salary the salary. i after
a one year grace period. A maximum of thirty years is required for the repayment or
amortization of the loan.

To offset any contingencies, the loan is insured under a morigage protection
insurance with any of the insurance companies such as; State Insurance Corporation,
Vanguard Assurance, Great African Insurance Company etc. in addition, the title deeds
and mortgage deeds relating 1o the property, duly stamped and registered are deposited

with the Board.

fur Social Security and National Insyrance Trust (and other Financial institutions)
SSNIT is a provident fund which is currently in the process of converting to a

pension scheme?”. Began in 1965; its status as a provident fund has always meant a
ays

©' A provident fund is a mandatory savings scheme for
workers which pays a lump sum contribution under
certain predefined conditions. A pension fund pay out
periodically, based on actuarial estimates of a
participant’s expected life-time
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temporary expedient, Conversion has, however, been defayed by political issues. Given
fixed defined benefits and high recent inflation, the value of provident fund contributions
has dwindled to the point where a concensus has been reached on the need for
reform.”*
The trust entered the housing scene sometime in 1978 when it began

constructing a number of blocks throughout the country. Generally, these houses are

constructed for purchase by and izations who are i to the
fund. It also provides employment- tied mortgage loans, although it does not give credit
for housing development by individuals.*

Institutional contributions have been inhibited by price ceilings imposed by the
Bank of Ghana. Thus, while the SSNIT lends an important support to home building,
its contribution to home finance has not been feli.

Other financial intermediaries such as the commercial banks, credit unions,
insurance companies do not currently lend much for housing. This is not surprising
given the risks of lending long term in a volatile economy such as Ghana. Less than 5%
of the total loan portfolios are nvested in housing. There is a reluctance on the part of
the banks 1o finance housing projects which require long term lending while their
deposits are short term. Moreover, in most lending cases, borrowers use houses or any
other landed property as collateral security. Thus, borrowing for housing may not have
an appropriate collateral secure enough to guarantee repayment.

e According to SSNIT's,

1386 "average
retirement benefits amounted to on)y %11, 000

» See ic
Area, Vol. 1991, Minietry of Local Government.
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Commercial Banks, apart from the Standard Chartered Bank of Ghana, do not

generally make housing finance available to companies for consiruction of staff quarters,
o for onward lending to employees of companies. Most companies which have availed
themselves of the loan facility from the Bank, have on going housing finance scheme for
their employees. The table 2.4 describes terms offered by Standard Chartered Bank of
Ghana to Companies on mortgage finance. The companies are customers of the bank,
and they have provided mortgage of property as security.

Table A.3: Terms offered by Standard Chartered Bank Ghana Ltd
to some Companies needing mortgage finance

No. Name of Company Amountin Rateof Term in Interest Bore
million Interest Years by Employees
cedis

1. Lever Brothers 6 pa 25 13% pa
2. British Petroleum 10 pa 20 10% p.a
3. Guiness Breweries 35 28%pa 25 14% pa

Source: Ministry of Works and Housing document (unpublished)

It can be seen from the table that the employee housing loans scheme made no
significant impact on housing activity.
(iv) Depariment of Rural Housing and Cottage Industries

It started from 1972 as a depanment of Rural Development afier the abolition of
Ministry of Rural Development. The department is a final merger of the former "Roof
Loans Scheme” staff from Ministry of Housing and the ‘Workers Brigade and the National
Service Corp.’ The Department was engaged in building rural houses of about three
rooms per beneficiary who belonged to a registered Rural Co-operative Housing Society.

The Department, as already mentioned, was popularly known as the Department of Rural
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Development, however, having realized the detailed rural development actvities eg
rural water, rural health and rural roads (feeder roads) development, it was thought
proper 10 specify its functions o activities and finally name it precisely. The present
name ‘Depaniment of Rural Housing and Cottage industries’ was given in 1980.

Apart from identifying itself as promoter and developer of rural housing, local
building materials and their technology for using them, and actual construction and
rehabilitation of rural housing, it has recently concentrated on rehabilitation of rural or
cottage houses erosion, promotion and development of cottage industries to improve the
economic status of the rural folks.

Credit facilities for rural housing delivery have been advanced to rural fofks.
These types of credit are:

1. Roof Loans Scheme ifor new houses)

2 Wiall Protection Scheme (rehabilitation program)

3. Rural Co-operative houses (for rural housing co-operatives; 10 houses of

3 rooms per project in one village selected)

The roof loans scheme gave out loans ranging in value 0200 to ¢5,000 as the

maximum amount per applicant between 1956 and 1981 (See table A.4).

Table A.4 Maximum amounl per applicant
between 1956 and 1981

Year of Loan Maximum Amount

per
Applicant (¢

1956/57 200
1970 800
1974 1,200
1984 5,000

Source: DRHCI
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As with the roof loans, the wall protection loans attract the same maximum
amounts per applicant over the period except that it commenced in 1970.

From the resumé of programs in table A.5, it is clear that the total amount of loans

€21,770,858.52 advanced has not been very high enough to have made any appreciable

impact on the level of financial intermediation in the housing sector.

Table A.5 Summary of Operations of the
Department of Rural Housing

[weatwen  wo.or | mo. or [roraL ToTAL LoANS
PERIOD [ON-GOING COMMUNI-( INDIVI- |LOANS RECEIVED
procRaM | rFmoM To| vEs| mo| TiEs [ puaus | crawteD (€
seRveD | seavep | (c)
1. Co-opera-
tive
Houses 1974 1385| - [ wo| 106 1,016 [17,298,429) 9,633,463
2. Wall pro-
tection
Loans 1956 1905 - | wo| - 14,007 | 4,472,390 3,134,542
3. Roof
Loans
| SRARD TOTAL 21,770,059

Source: 1Ibid.
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APPENDIX TWO

Time Series Values of the variables

estimation equation

sed in the

1970

1971

1972 1973 1974 1975

1976

1577

1978

8 in
1977 prices

Interest
{lending)
Ra

e -
nouinal
taterest
(lending!
Rat

Index

Marginal
Propercy
Tax Rates

(pesewan
per cedi) ©
Prime
Building
Coot.

Index

Q9770

100) 2

price
Index

(19774
100) 8

w514

96.89

2146

10872

00146 9 2138

8750

5027 9543 sm1s 1009

114,43 113.25 119.38

c.o1 =

R

96.84

4 10401

100

0 cLe

10718

101.51 100.46

100

100

11048

54.00

155.7

173.7
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